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The Crisis in Housing

WHO WILL OWN OUR HOMES IN 2000 AD?
By T H O M A S P. G A L L A G H E R / S e n i o r C o n s u l t a n t , W a s h i n g t o n , D.C.

Partly obscured by the economic t u r m o i l of today's
recession, there are unmistakable signals of change being
sent up w i t h i n the housing industry. These changes will
affect the industry more profoundly than short-term
credit cycles and the fluctuations in housing starts which
now command our attention.
By the turn of the century, in fact, it is conceivable that
we may see a situation something like this:
• The free-standing single-family home, which once
accounted for more than 90 percent of all new housing
starts, will have been largely replaced by multiple-family
dwellings consisting of five or more units.
• A large and growing p r o p o r t i o n of the nation's
housing, both single-family and multifamily, will be
owned by financial institutions, pension funds, government housing authorities, and special chartered corporations.
• Rents in most metropolitan areas of the country will
be controlled by a municipal or regional authority.
• The mortgage will have virtually disappeared as an
instrument of housing finance, because capital will be
drawn away to finance energy production and other high
return business activities.
In the past four years, the Washington office of Touche
Ross has conducted several studies of the nation's
multifamily housing industry. The studies have identified
several emergent problems w h i c h raise serious questions
regarding the future of the nation's housing stock and of
traditional ownership vehicles. Based on these studies,
this article presents one possible course of industry
development over the next 25 years.
It is not the intention here to predict what this course
will be. Rather, it is to speculate about w h o will o w n the
housing we live i n , assuming the housing industry develops in one of several possible ways, and to wonder, in a
structured way, about the impact of that type of
ownership on government.

A Growing Trend
The changes which are afoot in the housing industry may
well affect both the physical characteristics of housing to
be built in the next 25 years and the characteristics of
those w h o will o w n such a housing stock.
The changing characteristics of housing may be plainly
read in the accompanying table, which traces housing
starts from 1951 and compares single-family starts
(buildings with 1-4 units) to multifamily starts (buildings
with 5 units or more).
As is apparent f r o m the table, multifamily housing has

risen from 5 percent of all starts between 1951 and 1955 to
45 percent of all starts in 1973. If projections of the
Federal Energy Administration (FEA) prove accurate, in
the light of energy needs, housing starts in the 1980s will
be predominantly multifamily. As the FEA pointed out in
its 1974 Blueprint for Project Independence:
"The major
effect of high oil prices is to intensify an emerging shift
from single family homes to multiple dwellings and
mobile homes, [in part because] new single family
construction frequently must take place large distances
from central city employment locations and, with high
energy prices, the cost of transportation becomes important."
Contributing to the shift toward multifamily construction are several other factors:
Increasing housing costs—A house which cost $25,000
in 1968 cost almost $36,000 in 1974, an increase of
approximately 45 percent in six years. A growing number
of American families discover each year that homeownership is an expense beyond their capability.
Scarcities of developable
land—As a result of the
explosive growth of the suburbs since W o r l d War I I ,
sending developers farther and farther f r o m urban

HOUSING STARTS
ACTUAL AND PROJECTED
1951-1985
(In thousands of units—excludes mobile homes)

1951 1956 1961 1966 1971
1972
1973

1955
1960
1965
1970

Projected
1977
1985

Total
Starts

Single
Family

MultiFamily

MultiFamily

7,427
6,539
7,258
6,759
2,052
2,379
2,057

7,066
5,833
5,273
4,424
1,271
1,309
1,132

361
706
1,985
2,335
781
1,070
925

5%
11%
27%
35%
38%
45%
45%

1,790
1,690

690
490

1,100
1,200

61%
71%

Production data for the p e r i o d 1951-1973 is f r o m
Department of Housing and Urban D e v e l o p m e n t .

the

U.S.

Projections are based on data prepared by the Federal Energy
Administration to evaluate the impact of a major effort to
develop domestic fuel resources.
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centers in search of land, parcels with good locations
command prices which encourage high intensity, m u l tifamily development.
Sewer moratoriums
and no-growth
policies—Land
which might otherwise be developed for residential
purposes has been effectively withdrawn f r o m the market
by communities seeking to slow or eliminate growth. This
contributes to the trend toward more intensive use of
available land.
It is apparent that, given these conditions, the new
housing stock will force us to live closer together and to
share more c o m m o n interior and exterior spaces with
each other.

A Change in Multifamily Ownership
The growth of multifamily housing in the past 20 years
has led to the development of two basic types of
ownership. Under investor-ownership, the housing is
o w n e d by non-occupants w h o typically seek a financial
return. Under occupant-ownership, residents o w n either
individual units outright (condominiums) or stock in the
title-holding corporation (cooperatives). While condominiums are of growing importance in some parts of
the country, investor-ownership is still the most c o m m o n
type of ownership for multifamily housing.
Many multifamily projects are o w n e d either by an
individual or by a partnership consisting of a handful of
investors. The partners invest between 10 and 25 percent
of the cost of the project, and obtain a mortgage for the
balance. The amount of equity invested and the terms of
the mortgage are determined, in large measure, by
whether or not the project has a federal mortgage
guarantee or is financed by a state or local agency. The
owners of a " t y p i c a l " project are seeking several kinds of
financial benefits:
—Annual cash income from operations.
—Tax shelter.
—Capital appreciation to be realized by future sale or
refinancing of the project.
(Touche Ross has done several studies of multifamily
investment for the Department of Housing and Urban
Development. Included among these studies are: Tax
Considerations in Multifamily
Housing Investments, The
Impact and Effects of Section 167 (k) on the
Rehabilitation
of Multifamily
Property, and Tax Incentives and the LongTerm Ownership of Section 236 Projects.)
There is reason to suspect, however, that this type of
investor-ownership will play a diminishing role in the
10

next 25 years. The gradual disappearance of the " h i g h
leverage" mortgage, the further erosion of cash income
from housing operations, and the restriction or elimination of tax shelters c o u l d , in fact, cause the investorownership of multifamily housing to disappear as we
know it.
The present forms of multifamily ownership, whether
of the investor or occupant type, rely heavily u p o n the
"leverage" which has been obtainable in mortgage
markets. A relatively small amount of equity or risk
capital has been able to command a large amount of debt
capital—capital which is made available at fixed interest
rates for long periods of time. W i t h the growing
reluctance of lenders to c o m m i t funds for long periods at
fixed interest rates, w h i c h is evidenced by proposals for
variable interest rate loans, it is questionable whether or
not this debt capital will be as plentiful in years to come.
Continuing inflation, as well as growing demands for
capital to finance energy development and p r o d u c t i o n ,
may completely undermine the financial structure upon
which the current ownership of multifamily housing is
based.

While multifamily housing will grow in
importance during the next 25 years, circumstances may render existing ownership mechanisms unprofitable and useless. Who will fill this
potential void and assume the ownership of
the multifamily housing?

Moreover, the ability and willingness of government to
assume broader ownership or subsidy responsibility will
probably depend to some extent on the future financial
results of recent efforts. In the past few years, many governmentally assisted projects, both publicly and privately
o w n e d , have encountered serious financial difficulties.
The full cost of these past efforts has yet to be determined but may be substantial.
In addition to problems in financing, there is growing
pressure on operating income. A n ever-larger number of
multifamily project owners find themselves caught
between rapidly increasing operating costs (in part due to
rising fuel costs) and disenchanted tenants w h o seek both
improved service and stable rents. M o r e and more, the
response of owners is to convert their projects to
condominiums in order to escape an ownership
" b u r d e n " they consider unprofitable. In some large

cities, such as New York, the "ultimate decision" is
abandonment.
Finally, multifamily investor ownership is threatened by
a growing sentiment for tax reform. Such reform might
eliminate or greatly reduce the special tax advantages
available to owners. (These advantages were under attack
as legislation was introduced in 1973 and 1974 to limit socalled "Artificial Accounting Losses." While the bill did
not pass, it is a sign of increasing dissatisfaction w i t h this
type of housing investment incentive.)
There is, in short, an unsettling prospect ahead: while
multifamily housing will grow in importance during the
next 25 years, circumstances may render existing
ownership mechanisms unprofitable and useless. W h o
will fill this potential void and assume the ownership of
the multifamily housing?
Whoever the new owners are, they will possess at least
the following three characteristics:
—Sufficient capital to develop and purchase projects
w i t h o u t recourse to high leverage mortgage financing.

The Impact on Government
What all of this suggests is a situation w h i c h w o u l d
radically alter the relationship between the housing
owner and the occupant. The ownership of housing,
which has historically been diffused among a large
number of occupant-owners or small investor groups,
w o u l d gradually become concentrated in a smaller
number of organizations. These owners w o u l d begin to
look more like public utilities than like individual
entrepreneurs.

The ownership of housing, which has historically been diffused among a large number of
occupant-owners or small investor groups,
would gradually become concentrated in a
smaller number of organizations. These owners
would begin to look more like public utilities
than like individual entrepreneurs.

—Sufficient size to take advantage of economies of scale
in operation.
—Sophisticated management skills to deal with a c o m plex regulatory apparatus.
These characteristics are most likely to be f o u n d in four
kinds of organizations:
—Financial institutions, such as large banks or insurance
companies, w h i c h w o u l d o w n rather than simply f i nance housing developments.
—Pension funds w i t h large accumulations of capital,
which w o u l d o w n and operate housing on behalf of
their beneficiaries or the general public.
—Government housing authorities serving a broad range
of income groups.
—Special corporations, licensed or chartered by federal
or local authorities, w h i c h w o u l d receive government
subsidies.
W h o is to say that these organizations will limit their
ownership to the more conventional forms of multifamily
housing, such as townhouses or high-rise apartments? If
mortgage credit remained scarce for a long period of
time, it is possible that large groups of single-family units
w o u l d pass from individual ownership to one of these
types of " c o r p o r a t e " ownership. Suburban neighborhoods could be o w n e d by a single organization, which
w o u l d also maintain the streets and c o m m o n areas,
collect refuse, and provide other services.

The effect of such a change on all levels of government
w o u l d be p r o f o u n d . At the local or regional level,
government w o u l d be forced to assume a greater regulatory role, particularly if the ownership organizations
were to assume responsibility for such services as street
maintenance. This regulatory role could well encompass
the approval of rent schedules and m o n i t o r i n g the quality
of service. Also, the real estate tax might be replaced by a
f o r m of " c o r p o r a t e " income tax on the organization
which owns and operates the units. Such a tax w o u l d pay
the costs of those services provided by the locality, such
as police, fire, education, and regional waste disposal.
Under these circumstances, local government w o u l d
face a vastly changed constituency. O n the one hand
w o u l d be the residents, whose status as community " f r e e
holders" w o u l d be greatly diminished; on the other
w o u l d be the owning organizations, which might rival
local government in size and also be the major source of
revenue.
The implications of such a change are t o o many to
consider here. But obviously local governments w o u l d
have to assume a role similar to that which the federal
government assumes in regulating industries with highly
centralized ownership. This is a role for which local
governments are, in general, ill-prepared by experience
to play. But if our assumptions about the changing
character of the nation's housing in the next 25 years do
prove correct, it is a role they may be forced to assume. C
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